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Melore: Cutting Payroll Costs in Manufacturing Staffs

Plant clerical departments almost invariably are
less tightly organized than
production line.
Here are some
to eliminate unnecessary jobs
in material and production control departments—

CUTTING PAYROLL COSTS

IN MANUFACTURING STAFFS
by Vincent A. Melore
Arthur Andersen & Co.

industry has been re
markably successful in increas
ing the productivity of
produc
tion workers. From 1947 1962 fac
tory and agricultural employment
declined by more than 8 per cent
despite a tremendous increase in
output.
The productivity record in the of
fice is much less spectacular. During
the same period in which blue-collar
employment was declining, white
collar employment increased by 50
per cent.
In part,
course, this discrep
ancy is the result of heavier invest
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ment in mechanized equipment in
the plant as compared to the office.
Even more important, however, in
our experience, is lack of concen
trated attention to clerical cost con
trol.
The indifference even extends to
such production-related clerical ac
tivities
material and production
control. Typically, in our production
control engagements we have found
such departments to be overstaffed
by anywhere from 10 to 40 per
cent.
Potential personnel reductions of
ten can be spotted in a short initial

survey. They nearly always follow a
thorough systems overhaul. This
article reviews some of the basic
techniques that can be used in both
types of study to eliminate overstaffing in material and production
control office operations.

Initial Survey

Both outside consultants and staff
systems analysts usually precede a
full-scale methods study by a pre
liminary survey to decide whether
such a study is actually needed.
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Random observations of the number of employees who are idle whenever
the analyst comes into the room give a clue to possible staff reductions.

In the time allowed for the initial
survey it is seldom possible to identi
fy specific individuals whose work is
unnecessary or substandard. Usual
ly, however, it is possible to estimate
the potential for personnel reduction
with sufficient accuracy to indicate
whether further investigation is jus
tified. Basic techniques include ratio
delay observations, examination
daily backlogs, a search for over
specialization, evaluation
super
visory controls, determination of
work volumes, and observation of
work flow.
Ratio Delay. One method is usually
referred to by the professional as
the ratio delay observation method.
Ratio delay observations can be
somewhat complicated, and the re
sults are often controversial. For
estimating purposes, however, a
simplified version of this technique
can be quite useful.

On successive days during the
survey you might make several ran
dom observations
the production
control office operations. If you ob
serve that there are quite a few per
sons unoccupied each time you walk
into the room, you can make a note
of the number. From these observa
tions you can approximate roughly
what the personnel reduction might
be if the employees were to work
or most of the time they were on the
job.
This technique can give you an
idea of the kind of reduction that
would be possible without any sys
tems changes. By testing this quan
tity against the other observations
that you make during the survey,
you should be able to arrive at a
workable estimate
the attainable
saving.
Daily Backlogs. Often you find a

clerical operation that has no back
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log remaining at the end of any day,
even though work load inputs are
unequal from day to day. The ob
vious conclusion is that staffing is for
the peak load and that on nonpeak
days the department is overstaffed.
Many clerical departments, par
ticularly those handling sales order
inputs, pride themselves on the
ability to have all orders cleared by
quitting time. This is fine if the same
amount of work comes in every day
and if it comes in early enough to
keep people busy the first thing in
the morning.
All too often, however, you will
find that on one day of the week
the department gets two or three or
even four times as much work as on
the average day. Frequently, closer
analysis will reveal that it isn’t really
necessary to clean up all of each
day’s work on the day it comes in. If
work is accomplished sequentially,
the delays are not cumulative; thus,
19 2
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A department with unequal daily work inputs that never has a backlog
at the end of the day is probably overstaffed for average work loads.

the delay on any given order is
usually not so great or so serious as
one might be led to conclude ini
tially. Indeed, in most instances, the
complete elimination of backlogs is
just not practical. Overstaffing costs
money.
Therefore, there is great cost re
duction potential in staffing for the
average daily work load. By analysis
of the past output performance on
peak load days, it is possible to es
tablish achievable standards. If you
divide the recomputed average daily
load by the standard developed, you
can quickly determine the potential
payroll reduction.

Overspecial
ization, a major source of overstaff
ing, can usually be observed easily.
In a storeroom, for example, you
may find that one man is assigned
certain geographic areas and only
does work involving those areas. In
the production control office you
may find one man who specializes in
one product and another man who
specializes in a different product.
Closer examination will normally
show that there are occasions when
Overspecialization.
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the time of these persons is not
completely utilized.
In a clerical operation such spe
cialization is rarely justifiable, and
it is almost invariably overdone.
Elimination of specialization by
functional assignment of duties fre
quently provides an opportunity
for payroll reduction.
Supervisory Controls. Since overstaffing is usually the result of su
pervisory negligence, it is possible
to get an indication of its existence
by questioning first-line supervisors
about the methods used for work
assignment, work volumes, and the
performance of their people. When
a supervisor is questioned about vol
umes, his reply is frequently vague
or even a frank, "Gosh, how should
I know?” Such ignorance is a clear
sign that he is not exercising ade
quate control over his operation.
Sometimes a supervisor replies
with a definite statement of volume.
He may say, “We do 500 postings a
day,” or “We get 600 of this docu

ment every day.” It is unwise
ac
cept such statements
factual.
Usually the actual volume can be

determined by independent analysis
of logs or other available source
data for comparison with the super
visor’s figure. Often such analysis
reveals that actual work loads are
very different from the stated ones.
Our experience indicates that ac
tual work volumes are sometimes
about one-quarter or one-third of
the supervisor’s initial estimates.
Such comparisons can give you a
measure of the supervisor’s control.
If the discrepancies are pointed out
to him, they may soften his opposi
tion to a proposed payroll reduction.
Another quick way to gauge su
pervisory effectiveness and person
nel control is to ask the supervisor
whether he needs more people.
There is nothing to be gained by
asking him if he could manage with
fewer people because the answer is
always no. When asked if he needs
more people, a weak supervisor will
invariably answer in the affirmative.
Seldom, however, can he substan
tiate the need. At best, his answer
is likely to be a vague, “Well, I just
know I need more.”
We put these questions to a su
pervisor at a client company recent
ly. The supervisor knew he needed
more people because the employees
were working on Saturdays. Asked
how he knew they were busy, he
said, “Look, if they have work in
front of them, they’re busy.” He
didn’t know how much work they
did in a day. He didn’t know wheth
er one person was doing more work
3
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than another. But he did know they
were busy. The plain fact was that
he didn’t know much about his op
eration.
 re
When this conversation was
viewed with the supervisor at the
next higher level, he decided to let
two people go immediately and to
discontinue overtime. The effect on
output was not great enough to be
noticed. The department kept right
on going with no decline in accom
plishment. The only adverse reac
tion came from the higher-level su
pervisor, who was disturbed be
cause he hadn’t let four people go.
This technique is not recommended
as a general method of personnel
reduction. Nevertheless, it illustrates
the point that when a supervisor is
unable to justify what he has, what
he needs, or what he doesn’t need in
personnel, it is a safe bet that he
has too many workers.
Volume Determination.
When work volume figures are not
Work

readily available, it is frequently
possible to obtain some information
from logs maintained in remote lo
cations. For example, purchasing
logs in the purchasing departments
or records in the receiving depart
ments can provide data on store
room volumes.
For a quick review, posting vol
umes to active ledger cards can be
estimated roughly by selecting a
random group of cards and counting
the number of transactions posted
to this group of cards over a spe
cified period of time. Extending the
results by the ratio of the sample
to the total number of cards in the
active file provides an estimate of
the daily transactions. If the review
is to last longer than three days, the
clerks can be asked to keep score
on what they are doing (number of
postings, machine setups, etc.)
throughout the period.
Work Flow. Another technique is
to observe the paper flow or work
flow to see whether work is assigned
by a supervisor or whether it flows
directly to the various stations
without going through a supervisor’s
hands. If work is not funneled

through a supervisor or other re
sponsible individual, it is highly
probable that the clerical workers
are pacing themselves. In this case
it is difficult for anyone to know how
much work they have or how rapid
they are performing it.

Systems Redesign

Most of the
reduction tech
niques already discussed are appli
cable to any clerical function, what
ever the department involved.
Others flow directly out of improved
systems. There are a number of such
techniques specifically applicable to
material and production control ac
tivities that usually result in payroll
reduction as well as in more effective
production control.
Cumulative Inventory Ledgers.

Cumulative inventory ledgers are an
excellent work reduction device. If
you compare individual postings on
a cumulative record with the num
ber of postings required by the in
ventory ledger, you will often find
that you can reduce the clerical
posting work load by 15 to 30 per
cent. The actual figure, of course,
depends on the quality of the exist





of

Traveling Requisitions. Traveling
requisitions or traveling order cards
provide a means of reducing clerical
efforts through elimination of more
complicated written order requisi-

Controls can be checked by learning whether work is funneled through
the supervisor or whether it flows directly to the various work stations.
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ing records. In our experience, this
quality is often extremely
Many persons seem to go out of
their way to make their inventory
records unnecessarily complicated.
This is usually a result
the ten
dency to consider the inventory rec
ord an historical record. Many em
ployees misunderstand or confuse,
the real inventory control purpose
the record.
Sometimes you will find that the
posting clerk has been allowed to
develop his own records and his
own posting techniques. Most
them lack the knowledge or experi
ence to do this effectively. By com
paring the number of calculations
and postings that a series of different
transactions requires on the present
record with the number of transac
tions that would be required if these
same transactions were recorded on
a cumulative-type record, you can
quickly estimate the possible per
centage reduction in work load and
the accompanying potential for pay
roll reduction.
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Logs provide fertile ground for cost reduction.

tions and the like. Even if a travel
ing order record already exists, it is
sometimes possible to reduce cleri
cal effort still further because the
procedures may not have been re
designed so as to take full advantage
of the traveling order’s potential.
For example, you may find employ
ees transcribing information con
tained in the traveler onto other
documents as it is routed through
the department.
Inventory Stratification. Use of in
ventory stratification, in which sepa
rate procedures are used to control
high-value and low-value items
(sometimes called A-B-C control),
can save both clerical and manage
ment time. Once inventory ordering
policies have been determined
through the use of the A-B-C tech
nique, it is possible not only to elim
inate records for low-value or Class
C items but also to reduce the re

view and judgmental determination
of order quantities for medium
value or Class B items.
Many organizations have planners
or inventory controllers who set the
quantity to be ordered every time
the supply of a particular part falls
to its reorder point. The inventory
record posting clerk removes the
record and forwards it to the plan
ner, who then reviews the usage and
determines what the order quantity
should be.
The time required for such re
views can be reduced substantially.
The order quantities for lower value
items, once established, can be al
lowed to remain in force for a pro
longed period, with review perhaps
annually or semi-annually—certainly
less frequently than every time an
order is placed. Very expensive
Class A items should be reviewed
by supervisors or other responsible
individuals each time an order is

placed. But such items are few in
number, and the work load should
not be large.
Evaluation of Logs and Registers.
Logs or registers should be exam
ined carefully. Often much of the in
formation maintained is not needed;
frequently the log itself is unneces
sary. You may find that in order

to maintain the log properly an
elaborate reporting system has been
established that may in itself intro
duce delays into the over-all process
ing.
In any production control analy
sis, logs provide a fertile ground for
improvement and cost reduction.
They should be studied both in the
light of the need for them and with
a view to the additional work they
create.
Unnecessary Filing. Most people
tend to keep unnecessary files. Often

Alibi files, kept in anticipation of situations that may never occur, should
never have to exist in a tightly controlled, well-supervised organization.
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the sole purpose of a file is self
protection. People want to be able
to prove, if a question arises, that
they took the required action
if

the action was wrong, that they were
not responsible for the error. Thou
sands of documents are filed in an
ticipation of situations that may
never occur. Such “alibi files”
should not have to exist in a wellsupervised organization. Employees
should not have to maintain files to
substantiate their performance or to
protect themselves against unjust
blame for occasional errors.
Filing related to completed pur
chase orders is invariably overdone.
Such files typically can be found
nearly everywhere in an organiza
tion. For example, at a minimum,
in the typical manufacturing organ
ization you will usually find a com
pleted purchase order file in the
receiving department, in produc
tion control, in purchasing, and in
the accounts payable department.
The one in the receiving depart
ment is probably the least neces
sary one, yet it is usually the most
difficult one to eliminate. For some
unknown reason people always
want the receiving department file.
The usual justification for such a
file is that it is needed to verify
receipt when a vendor claims de
livery and has not been paid. Anal
of the production control in
ventory records can usually provide
verification of the receipt of such
material. If a receipt can not be veri
fied by the purchasing or accounts
receivable file, the chances are that
the delivery bypassed the receiv
ing department and hence that the
information isn’t there either. If
possible, no more than two files
should be kept for completed pur
chase orders.
One-Time Inventory Ledgers. In
job order shops inventory ledgers
are often maintained for all items.
However, many items are used in

frequently or just once or are never
stocked. Inventory records for these
items can be eliminated. Follow-up
can be accomplished by other
means. In this way we were re
cently able to reduce one organiza
tion’s posting volume by approxi
mately 80 per cent.
When such records are elimi
nated, it is necessary to build into
the system some means for main
taining or analyzing usage data so
that if usage of a particular item
increases, management can con
sider stocking the item and main
taining normal records. At one
company we were able to provide
this information by saving the vari
able ditto masters used for job
ordering. At another company we
retained the punched cards that
were used to report completion of
production orders so that usage
ists could be prepared from them
periodically for analysis.
Duplicate Inventory Ledgers. In
some organizations you will find
inventory records in the production
control department and identical
or nearly identical records in the
storeroom. Frequently the sole jus
tification for the duplication is that
the storeroom personnel don’t be
lieve the records in the production
control department and the people
in production control won’t re
ly on the ones in the storeroom.
Elimination of the file not used for
ordering is usually a sound step.
Locator Files. The storeroom offers
other possibilities for work load or
payroll reduction. For example, a
properly designed locating system
can frequently pay big dividends.
Many manufacturing organiza
tions, if they have location systems,
tend to favor permanent locations.
When a part comes into the store
room, it is always directed to the
same location, and the locator file,
if one is maintained, will always
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show that location. However, com
panies that manufacture complex
assemblies often “kit” or gather their
assembly parts some weeks before
the scheduled assembly date. Since
the parts are usually ordered for
delivery in accordance with the
original schedules, many of these
parts are not only not in the store
room but are not supposed to be
there. As a result, the storeroom
workers spend a great deal of time
physically searching the storeroom
for parts that are not there and are
not supposed to be there.
Much of this wasted search time
can be eliminated by introducing
a location procedure that requires
a dead or empty location to be in
dicated by removal of the locator
card from the active file and its
placement in an inactive file. This
locator file can be reviewed before
the storeroom is searched.
Data Processing. Most systems
men are alert to the possibility that
introduction of punched card or
other mechanical equipment can
reduce clerical work loads. It is also
important to look for improper use
of existing equipment. Lack of con
trol of data processing equipment
frequently leads to its misuse. For
example, manufacturing personnel
removed from the realities of the
data processing world have a ten
dency to utilize punched card
equipment for its printing output
only.
As a rule of thumb, any punched
card application that does not make
more than one use of the original
input data is probably not justified.
Normally the job can be done more
effectively manually, or the me
chanical procedure can be revised
so that additional information is
provided or other source data are
used.
Consolidation of Functions. The
possibility of consolidating func
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tions should always be considered
in designing a new production con
trol system. If persons in different
departments are performing simi
lar functions, it is often possible
to achieve substantial reduction
through reorganization and reloca
tion. Recently, for example, by con
solidating two similar groups that
were doing identical work we were
able to reduce the personnel re
quired by nearly 50 per cent.

Achieving Reductions

Spotting the opportunities for
personnel reduction is, of course,
only the first step. Effecting the re
ductions can be quite another mat
ter.
Improvement of supervisory con
trols is probably the most effective
way of insuring that cost savings
are actually achieved. One quick
and relatively simple technique for
sharpening supervisory control is
known as short interval scheduling.

Short Interval Scheduling. Brief
ly, short interval scheduling of cler
ical operations consists of directing
all work through a supervisor or
other selected individual who
batches or groups the work into
short, measurable time increments.
Usually a group or batch represents
an hour’s work.
The determination of what con
stitutes an hour’s work for a clerical
operation need not be very scien
tific to produce results. Analysis of
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Batching work in hourly increments
permits tight control over backlogs.

past performance on good days
may provide a basis, but a rough
estimate by the supervisor or the
analyst is usually satisfactory
a
starting point. The estimate can be
used to establish the batches to be
used initially. By observing the
times actually required to run these
batches under close supervision, it
is possible to arrive at a reasonably
good standard.
By assigning the work in hourly
increments the supervisor can ob
serve performance and keep control
of his backlogs with little effort.
When he distributes the work, he
notes the time and thus knows
when the employees are available
for assignment of another batch. If
an employee has not completed his
initial assignment on time, the su
pervisor can investigate and take
action immediately.
The supervisor is the key indi
vidual in short interval scheduling.
He can, and should, both assign
and control the work. Usually he
can be convinced of the desirability
of the system if the analyst points
out to him that it will enable him
to justify increases in personnel or
overtime when they are required.
Normally it is possible to install
batch-type supervisory controls or
short interval scheduling at the be
ginning of a study before systems
changes are made. The deficiency
of this approach is that these con
trols provide no improvement other
than to make people work harder.
Employee reaction may be quite
negative.
It is usually wiser, therefore, to
wait to impose such controls until
actual systems changes are made.

The controls and the new system
can be introduced simultaneously
to provide maximum utilization of
personnel. Normally personnel re
ductions that can be attributed to
a systems change are more easily
accepted even though the remain
ing employees may have to work
harder.
Timing. When a change that per
mits personnel reduction is made,
the employees who are no longer
needed should be released from
the payroll immediately. This pol
icy should be followed even if it
results initially in work overloads
that require overtime.
Recently we redesigned the pro
duction control paper flow for a
manufacturer, installing several su
pervisory control and batch control
points in the flow. The release of
eleven employees was scheduled
for the date of the systems change.
The company, however, did not fol
low the timetable and retained the
eleven employees for an additional
week.
That week almost destroyed the
new system. During that period the
employees to be released spent
most of their time complaining to
the others, and the resulting unrest
almost nullified the effectiveness of
the systems improvements.
Personnel reductions, once de
cided upon, should be made
promptly. If unneeded employees
are allowed to remain to carry out
special projects or perform fill-in
work during the systems conver
sion, the likelihood of achieving the
maximum personnel reduction is
reduced substantially.
Systems changes are often pain
ful. Usually there are bugs to be
worked out in the new system.
Often the new controls highlight
problems that existed previously
but were not recognized. Employ
ees who have been accustomed to
a slow work pace inevitably find it
difficult to adjust to a faster one.
If the systems analyst can show
tangible cost savings through per
sonnel reduction, management’s ac
ceptance of these growing pains
may come more readily.
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